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[DISCUSSION DRAFT]

TITLE XIII—ENERGY TAX
INCENTIVES

SEC. 1300. SHORT TITLE; AMENDMENT OF 1986 CODE.

(a) SHORT TiTLE.—This title may be cited as the
“Energy Tax Policy Act of 2005”.

(b) AMENDMENT OF 1986 CODE.—Except as other-
wise expressly provided, whenever in this title an amend-
ment or repeal i1s expressed in terms of an amendment
to, or repeal of, a section or other provision, the reference
shall be considered to be made to a section or other provi-
sion of the Internal Revenue Code of 1986.

Subtitle A—Conservation
PART I—RESIDENTIAL AND BUSINESS PROPERTY
SEC. 1301. CREDIT FOR RESIDENTIAL ENERGY EFFICIENT
PROPERTY.

(a) IN GENERAL.—Subpart A of part IV of sub-
chapter A of chapter 1 (relating to nonrefundable personal
credits) is amended by inserting after section 25B the fol-
lowing new section:

“SEC. 25C. RESIDENTIAL ENERGY EFFICIENT PROPERTY.

“(a) ALLOWANCE OF CREDIT.—In the case of an in-

dividual, there shall be allowed as a credit against the tax
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I imposed by this chapter for the taxable year an amount

2 equal to the sum of—
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“(1) 15 percent of the qualified solar water
heating property expenditures made by the taxpayer
during such year,

“(2) 15 percent of the qualified photovoltaic
property expenditures made by the taxpayer during
such year,

“(3) 15 percent of the qualified wind energy
property expenditures made by the taxpayer during
such year, and

“(4) 20 percent of the qualified fuel cell prop-
erty expenditures made by the taxpayer during such
year.

“(b) LIMITATIONS.

“(1) MAXIMUM CREDIT.—
“(A) IN GENERAL.—The credit allowed
under subsection (a) shall not exceed—
“(1) $2,000 for property described in
paragraph (1), (2), or (3) of subsection
(¢), and
“(11) $500 for each 0.5 kilowatt of ca-
pacity of property described in subsection

(¢)(4).

(31083217)
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(3}

“(B) PRIOR EXPENDITURES BY TAXPAYER
ON SAME RESIDENCE TAKEN INTO ACCOUNT.—
In determining the amount of the credit allowed
to a taxpayer with respect to any dwelling unit
under this section, the dollar amount under
subparagraph (A)(1) with respect to each type
of property described in such subparagraph
shall be reduced by the credit allowed to the
taxpayer under this section with respect to such
property for all preceding taxable years with re-
spect to such dwelling unit.

No credit shall

“(2) PROPERTY STANDARDS.

be allowed under this section for an item of property

unless—

“(A) the original use of such property com-
mences with the taxpayer,

“(B) such property reasonably can be ex-
pected to remain in use for at least 5 years,

“(C) such property is installed on or in
connection with a dwelling unit located in the
United States and used as a residence by the
taxpayer,

“(D) in the case of solar water heating
property, such property is certified for perform-

ance by the non-profit Solar Rating and Certifi-

(31083217)
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cation Corporation or a comparable entity en-

dorsed by the government of the State in which

such property is installed,

“(E) in the case of fuel cell property, such
property meets the performance and quality
standards (if any) which have been prescribed
by the Secretary by regulations (after consulta-
tion with the Secretary of Energy), and

“(F) in the case of any photovoltaic prop-
erty, fuel cell property, or wind energy property,
such property meets appropriate fire and elec-
tric code requirements.

“(¢) DEFINITIONS.—For purposes of this section—

“(1) QUALIFIED SOLAR WATER HEATING PROP-
ERTY EXPENDITURE.—The term ‘qualified solar
water heating property expenditure’ means an ex-
penditure for property which uses solar energy to
heat water for use in a dwelling unit.

“(2) QUALIFIED PHOTOVOLTAIC PROPERTY EX-
PENDITURE.—The term ‘qualified photovoltaic prop-
erty expenditure’ means an expenditure for property
which uses solar energy to generate electricity for
use in a dwelling unit and which is not described in

paragraph (1).

(31083217)
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“(3) QUALIFIED WIND ENERGY PROPERTY EX-
PENDITURE.—The term ‘qualified wind energy prop-
erty expenditure’ means an expenditure for property
which uses wind energy to generate electricity for
use in a dwelling unit.

“(4) QUALIFIED FUEL CELL PROPERTY EX-
PENDITURE.—The term ‘qualified fuel cell property
expenditure’ means an expenditure for any qualified
fuel cell property (as defined in section 48(¢)(1)).

“(d) SprCIAL  RULES.—For purposes of this

section—

“(1) SOLAR PANELS.—No expenditure relating
to a solar panel or other property installed as a roof
(or portion thereof) shall fail to be treated as prop-
erty described in paragraph (1) or (2) of subsection
(¢) solely because it constitutes a structural compo-
nent of the structure on which it is installed.

“(2) SWIMMING POOLS, ETC., USED AS STOR-
AGE MEDIUM.—Expenditures which are properly al-
locable to a swimming pool, hot tub, or any other
energy storage medium which has a function other
than the function of such storage shall not be taken
into account for purposes of this section.

“(3) DOLLAR AMOUNTS IN CASE OF JOINT OC-

CUPANCY.—In the case of any dwelling unit which is

(31083217)



FAEWB\EWB_893. XML [Discussion Draft] H.L.C.

6
| jointly occupied and used during any calendar year
2 as a residence by 2 or more individuals, the fol-
3 lowing rules shall apply:
4 “(A) The amount of the credit allowable
5 under subsection (a) by reason of expenditures
6 made during such calendar year by any of such
7 individuals with respect to such dwelling unit
8 shall be determined by treating all of such indi-
9 viduals as 1 taxpayer whose taxable year is
10 such calendar year.
11 “(B) There shall be allowable, with respect
12 to such expenditures to each of such individ-
13 uals, a credit under subsection (a) for the tax-
14 able year in which such calendar year ends in
15 an amount which bears the same ratio to the
16 amount determined under subparagraph (A) as
17 the amount of such expenditures made by such
18 individual during such calendar year bears to
19 the ageregate of such expenditures made by all
20 of such individuals during such calendar year.
_ 21 “(C) Subparagraphs (A) and (B) shall be
% 22 applied separately with respect to expenditures
% 23 described in paragraphs (1), (2), (3), and (4) of
% 24 subsection (¢).
F:\V9\020805\020805.295  (31083217)
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1 “(4) TENANT-STOCKHOLDER IN COOPERATIVE
2 HOUSING CORPORATION.—In the case of an indi-
3 vidual who 1s a tenant-stockholder (as defined in sec-
4 tion 216) in a cooperative housing corporation (as
5 defined in such section), such individual shall be
6 treated as having made the individual’s tenant-stock-
7 holder’s proportionate share (as defined in section
8 216(b)(3)) of any expenditures of such corporation.
9 “(5) CONDOMINIUMS.
10 “(A) IN GENERAL.—In the case of an indi-
11 vidual who is a member of a condominium man-
12 agement assoclation with respect to a condo-
13 minium which the individual owns, such indi-
14 vidual shall be treated as having made the indi-
15 vidual’s proportionate share of any expenditures
16 of such association.
17 “(B) CONDOMINIUM MANAGEMENT ASSO-
18 CIATION.—For purposes of this paragraph, the
19 term ‘condominium management association’
20 means an organization which meets the require-
_ 21 ments of paragraph (1) of section 528(¢) (other
% 22 than subparagraph (E) thereof) with respect to
% 23 a condominium project substantially all of the
% 24 units of which are used as residences.
F:\V9\020805\020805.295 (31083217)
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“(6) ALLOCATION IN CERTAIN CASES.

Except
in the case of qualified wind energy property expend-
itures, 1f less than 80 percent of the use of an item
1s for nonbusiness purposes, only that portion of the
expenditures for such item which is properly allo-
cable to use for nonbusiness purposes shall be taken
into account.

“(7) WHEN EXPENDITURE MADE; AMOUNT OF
EXPENDITURE.—

“(A) IN GENERAL.—Except as provided in
subparagraph (B), an expenditure with respect
to an item shall be treated as made when the
original installation of the item is completed.

“(B) EXPENDITURES PART OF BUILDING
CONSTRUCTION.—In the case of an expenditure
in connection with the construction or recon-
struction of a structure, such expenditure shall
be treated as made when the original use of the
constructed or reconstructed structure by the
taxpayer begins.

“(C) AMOUNT.—The amount of any ex-
penditure shall be the cost thereof.

“(8) PROPERTY FINANCED BY SUBSIDIZED EN-
ERGY FINANCING.—For purposes of determining the

amount of expenditures made by any individual with

(31083217)
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respect to any dwelling unit, there shall not be taken
into account expenditures which are made from sub-
sidized energy financing (as defined in section
48(a)(4)(C)).

“(9) DENIAL OF DEPRECIATION ON WIND EN-
ERGY PROPERTY FOR WHICH CREDIT ALLOWED.—
No deduction shall be allowed under section 167 for
property which uses wind energy to generate elec-
tricity if the taxpayer is allowed a credit under this

section with respect to such property.

“(e) BASIS ADJUSTMENTS.—For purposes of this

subtitle, if a credit is allowed under this section for any
expenditure with respect to any property, the increase in
the basis of such property which would (but for this sub-
section) result from such expenditure shall be reduced by

the amount of the credit so allowed.

“(f) TERMINATION.—The credit allowed under this

section shall not apply to taxable years beginning after
December 31, 2006 (December 31, 2008, with respect to

qualified photovoltaic property expenditures).”.

(b) CONFORMING AMENDMENTS.—
(1) Section 1016(a) i1s amended by striking
“and” at the end of paragraph (27), by striking the

period at the end of paragraph (28) and inserting *,

(31083217)
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1 and”, and by adding at the end the following new
2 paragraph:
3 “(29) to the extent provided in section 25C(e),
4 in the case of amounts with respect to which a credit
5 has been allowed under section 25C.”.
6 (2) The table of sections for subpart A of part
7 IV of subchapter A of chapter 1 is amended by in-
8 serting after the item relating to section 25B the fol-
9 lowing new item:
“See. 25C. Residential energy efficient property.”.
10 (¢) EFFECTIVE DATE.—The amendments made by
I1 this section shall apply to taxable years ending after De-
12 cember 31, 2005.
13 SEC. 1302. EXTENSION AND EXPANSION OF CREDIT FOR
14 ELECTRICITY PRODUCED FROM CERTAIN RE-
15 NEWABLE RESOURCES.
16 (a) REENACTMENT OF SECTION 313 OF WORKING
17 FaMiLies TaX RELIEF AcT OF 2004.—Paragraphs (1),
18 (2)(A)(1), and (3)(A) of section 45(d)(3) are each amend-
19 ed by striking “January 1, 2006” and inserting “‘January
20 1, 2006".
% 21 (b) REENACTMENT OF SECTION 710 OF THE AMER-
% 22 1CAN JOBS CREATION ACT OF 2004.—
g 23 (1) EXPANSION OF QUALIFIED ENERGY RE-
% 24 SOURCES.—Subsection (¢) of section 45 (relating to
F:\V9\020805\020805.295 (31083217)
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| electricity produced from certain renewable re-
2 sources) 18 amended to read as follows:
3 “(¢) QUALIFIED ENERGY RESOURCES AND REFINED
4 CoAL.—For purposes of this section:
5 “(1) IN GENERAL.—The term ‘qualified energy
6 resources’ means—
7 “(A) wind,
8 “(B) closed-loop biomass,
9 “(C) open-loop biomass,
10 “(D) geothermal energy,
11 “(E) solar energy,
12 “(F) small irrigation power, and
13 “(G) municipal solid waste.
14 “(2) CLOSED-LOOP  BIOMASS.—The  term
15 ‘closed-loop biomass’ means any organic material
16 from a plant which i1s planted exclusively for pur-
17 poses of being used at a qualified facility to produce
18 electricity.
19 “(3) OPEN-LOOP BIOMASS.—
20 “(A) IN GENERAL.—The term ‘open-loop
_ 21 biomass’ means—
% 22 “(1) any agricultural livestock waste
% 23 nutrients, or
% 24 “(1) any solid, nonhazardous, cel-
% 25 lulosic waste material which is segregated
F:\V9\020805\020805.295 (31083217)
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1 from other waste materials and which 1is
2 derived from—
3 “(I) any of the following forest-
4 related resources: mill and harvesting
5 residues, precommercial  thinnings,
6 slash, and brush,
7 “(IT) solid wood waste materials,
8 including  waste  pallets, crates,
9 dunnage, manufacturing and con-
10 struction wood wastes (other than
11 pressure-treated,  chemically-treated,
12 or painted wood wastes), and land-
13 scape or right-of-way tree trimmings,
14 but mnot including municipal solid
15 waste, gas derived from the bio-
16 degradation of solid waste, or paper
17 which is commonly recyecled, or
18 “(III) agriculture sources, includ-
19 ing orchard tree crops, vineyard,
20 orain, legumes, sugar, and other crop
21 by-products or residues.
22 Such term shall not include closed-loop biomass
23 or biomass burned in conjunction with fossil
24 fuel (cofiring) beyond such fossil fuel required
25 for startup and flame stabilization.
FAV9\020805\020805.295  (31083217)
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“(B) AGRICULTURAL LIVESTOCK WASTE

NUTRIENTS.
“(1) IN GENERAL.—The term ‘agricul-
tural livestock waste nutrients’ means agri-
cultural livestock manure and litter, includ-
ing wood shavings, straw, rice hulls, and
other bedding material for the disposition

of manure.
“(i1) AGRICULTURAL LIVESTOCK.—

The term ‘agricultural livestock’™ includes

bovine, swine, poultry, and sheep.

“(4) GEOTHERMAL ENERGY.—The term ‘geo-
thermal energy’ means energy derived from a geo-
thermal deposit (within the meaning of section
613(e)(2)).

“(5) SMALL IRRIGATION POWER.—The term
‘small irrigation power’ means power—

“(A) generated without any dam or im-
poundment of water through an irrigation sys-
tem canal or ditch, and

“(B) the nameplate capacity rating of
which is not less than 150 kilowatts but is less
than 5 megawatts.

“(6) MUNICIPAL SOLID WASTE.—The term

‘municipal solid waste’ has the meaning given the

(31083217)
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term ‘solid waste’ under section 2(27) of the Solid

Waste Disposal Act (42 U.S.C. 6903).

“(7) REFINED COAL.—

“(A) IN GENERAL.—The term ‘refined

coal’ means a fuel which—

“(1) 1s a liquid, gaseous, or solid syn-
thetic fuel produced from coal (including
lignite) or high carbon fly ash, including
such fuel used as a feedstock,

“(11) 1s sold by the taxpayer with the
reasonable expectation that it will be used
for purpose of producing steam,

“(1) 1s certified by the taxpayer as
resulting (when used in the production of
steam) in a qualified emission reduction,
and

“(iv) 1s produced in such a manner as
to result in an increase of at least 50 per-
cent in the market value of the refined coal
(excluding any increase caused by mate-
rials combined or added during the produc-
tion process), as compared to the value of
the feedstock coal.

“(B) QUALIFIED EMISSION REDUCTION.—

The term ‘qualified emission reduction” means a

(31083217)
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1 reduction of at least 20 percent of the emissions
2 of nitrogen oxide and either sulfur dioxide or
3 mercury released when burning the refined coal
4 (excluding any dilution caused by materials
5 combined or added during the production proc-
6 ess), as compared to the emissions released
7 when burning the feedstock coal or comparable
8 coal predominantly available in the marketplace
9 as of January 1, 2003.”.
10 (2) Subsection (d) of section 45 is amended to
11 read as follows:
12 “(d) QUALIFIED FaAciLiTiEs.—For purposes of this
13 section—
14 “(1) WIND FACILITY.—In the case of a facility
15 using wind to produce electricity, the term ‘qualified
16 facility’ means any facility owned by the taxpayer
17 which is originally placed in service after December
18 31, 1993, and before January 1, 2006.
19 “(2) CLOSED-LOOP BIOMASS FACILITY.—
20 “(A) IN GENERAL.—In the case of a facil-
_ 21 ity using closed-loop biomass to produce elec-
% 22 tricity, the term ‘qualified facility’ means any
— 23 facility
FAV9\020805\020805.295  (31083217)
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“(i) owned by the taxpayer which is
originally placed in service after December
31, 1992, and before January 1, 2006, or

“(i1) owned by the taxpayer which be-
fore January 1, 2006, is originally placed
in service and modified to use closed-loop
biomass to co-fire with coal, with other bio-
mass, or with both, but only if the modi-
fication 1s approved under the Biomass
Power for Rural Development Programs or
is part of a pilot project of the Commodity
Credit Corporation as described in 65 Fed.

Reg. 63052.

“(B) SPECIAL RULES.—In the case of a

qualified faecility described in  subparagraph

(A)(1)—

(31083217)

“(1) the 10-year period referred to in
subsection (a) shall be treated as beginning
no earlier than the date of the enactment
of the American Jobs Creation Act of
2004,

“(11) the amount of the credit deter-
mined under subsection (a) with respect to
the facility shall be an amount equal to the

amount determined without regard to this
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clause multiplied by the ratio of the ther-
mal content of the closed-loop biomass
used in such facility to the thermal content
of all fuels used in such facility, and

“(1) if the owner of such facility is
not the producer of the electricity, the per-
son eligible for the credit allowable under
subsection (a) shall be the lessee or the op-

erator of such facility.

“(3) OPEN-LOOP BIOMASS FACILITIES.
“(A) IN GENERAL.—In the case of a facil-
ity using open-loop biomass to produce elec-

tricity, the term ‘qualified facility’ means any

facility owned by the taxpayer which
“(1) in the case of a facility using ag-
ricultural livestock waste nutrients—

“(I) 1s originally placed in service
after the date of the enactment of the
American Jobs Creation Act of 2004
and before January 1, 2006, and

“(IT) the nameplate capacity rat-
ing of which is not less than 150 kilo-

watts, and

(31083217)
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“(i1) in the case of any other facility,
is originally placed in service before Janu-

ary 1, 2006.

“(B) CREDIT ELIGIBILITY.—In the case of
any facility described in subparagraph (A), if
the owner of such facility is not the producer of
the electricity, the person eligible for the credit
allowable under subsection (a) shall be the les-
see or the operator of such facility.

“(4) GEOTHERMAL OR SOLAR ENERGY FACIL-
ITY.—In the case of a facility using geothermal or
solar energy to produce electricity, the term ‘quali-
fied facility’ means any facility owned by the tax-
payer which is originally placed in service after the
date of the enactment of the American Jobs Cre-
ation Act of 2004 and before January 1, 2006. Such
term shall not include any property described in sec-
tion 48(a)(3) the basis of which is taken into ac-
count by the taxpayer for purposes of determining
the energy credit under section 48.

“(5) SMALL IRRIGATION POWER FACILITY.—In
the case of a facility using small irrigation power to
produce electricity, the term ‘qualified facility’
means any facility owned by the taxpayer which is

originally placed in service after the date of the en-

(31083217)
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19
actment of the American Jobs Creation Act of 2004

and before January 1, 2006.

“(6) LLANDFILL GAS FACILITIES.—In the case
of a facility producing electricity from gas derived
from the biodegradation of municipal solid waste,
the term ‘qualified facility’ means any facility owned
by the taxpayer which is originally placed in service
after the date of the enactment of the American
Jobs Creation Act of 2004 and before January 1,
2006.

“(7) TRASH COMBUSTION FACILITIES.—In the
case of a facility which burns municipal solid waste
to produce electricity, the term ‘qualified facility’
means any facility owned by the taxpayer which is
originally placed in service after the date of the en-
actment of the American Jobs Creation Act of 2004
and before January 1, 2006.

“(8) REFINED COAL PRODUCTION FACILITY.—
The term ‘refined coal production facility’ means a
facility which is placed in service after the date of
the enactment of the American Jobs Creation Act of
2004 and before January 1, 2009.”.

(3) Paragraph (8) of subsection (e) of section

45 1s amended to read as follows:

(31083217)
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“(8) REFINED COAL PRODUCTION FACILI-

TIES.

“(A) DETERMINATION OF CREDIT
AMOUNT.—In the case of a producer of refined
coal, the credit determined under this section
(without regard to this paragraph) for any tax-
able year shall be increased by an amount equal
to $4.375 per ton of qualified refined coal—

“(1) produced by the taxpayer at a re-
fined coal production facility during the
10-year period beginning on the date the
facility was originally placed in service, and

“(11) sold by the taxpayer—

“(I) to an unrelated person, and
“(IT) during such 10-year period
and such taxable year.

“(B) PHASEOUT OF CREDIT.—The amount
of the increase determined under subparagraph
(A) shall be reduced by an amount which bears
the same ratio to the amount of the increase
(determined without regard to this subpara-
oraph) as—

“(1) the amount by which the ref-
erence price of fuel used as a feedstock

(within =~ the meaning of  subsection

(31083217)
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(¢)(7)(A)) for the calendar year in which
the sale occurs exceeds an amount equal to
1.7 multiplied by the reference price for
such fuel in 2002, bears to
“(i1) $8.75.

“(C) APPLICATION OF RULES.—Rules

similar to the rules of the subsection (b)(3) and
paragraphs (1) through (5) and (9) of this sub-
section shall apply for purposes of determining
the amount of any increase under this para-
oraph.”.

(4) Paragraph (4) of section 45(b) is amended

to read as follows:

“(4) CREDIT RATE AND PERIOD FOR ELEC-

TRICITY PRODUCED AND SOLD FROM CERTAIN FA-

CILITIES.—

“(A) CREDIT RATE.—In the case of elec-
tricity produced and sold in any calendar year
after 2003 at any qualified facility deseribed in
paragraph (3), (5), (6), or (7) of subsection (d),
the amount in effect under subsection (a)(1) for
such calendar year (determined before the ap-
plication of the last sentence of paragraph (2)
of this subsection) shall be reduced by one-half.

“(B) CREDIT PERIOD.—

(31083217)
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“(1) IN GENERAL.—Except as pro-
vided in clause (ii), in the case of any facil-
ity described in paragraph (3), (4), (),
(6), or (7) of subsection (d), the 5-year pe-
riod beginning on the date the facility was
originally placed in service shall be sub-
stituted for the 10-year period in sub-
section (a)(2)(A)(1).

“(i1) CERTAIN OPEN-LOOP BIOMASS

FACILITIES.—In the case of any facility de-
sceribed 1in subsection (d)(3)(A)(i1) placed in
service before the date of the enactment of
this paragraph, the 5-year period begin-
ning on the date of the enactment of this

Act shall be substituted for the 10-year pe-
riod in subsection (a)(2)(A)(i1).”.

(5) Paragraph (9) of section 45(e) is amended

to read as follows:

“(9) COORDINATION WITH CREDIT FOR PRO-

DUCING

FUEL FROM A NONCONVENTIONAL

SOURCE.—The term ‘qualified facility’ shall not in-

clude any facility the production from which is al-

lowed as a credit under section 29 for the taxable

year or any prior taxable year.”.

(31083217)
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| (¢) EFFECTIVE DATE.—The amendments made by
2 this section shall take effect as if included in the amend-
3 ments made by section 710 of the American Jobs Creation
4 Act of 2004.
5 SEC. 1303. CREDIT FOR BUSINESS INSTALLATION OF
6 QUALIFIED FUEL CELLS.
7 (a) IN GENERAL.—Section 48(a)(3)(A) (defining en-
8 ergy property) is amended by striking “or’” at the end of
9 clause (i), by adding “or” at the end of clause (ii), and
10 by inserting after clause (i1) the following new clause:
11 “(i1) qualified fuel cell property,”.
12 (b) QUALIFIED FUEL CELL PROPERTY.—Section 48
13 (relating to energy credit; reforestation credit) is amended
14 by adding at the end the following new subsection:
15 “(¢) QuALIFIED FUEL CELL PROPERTY.—KFor pur-
16 poses of subsection (a)(3)(A)(111)—
17 “(1) IN GENERAL.—The term ‘qualified fuel
18 cell property’ means a fuel cell power plant which
19 eenerates at least 0.5 kilowatt of electricity using an
20 electrochemical process.
_ 21 “(2) LaMiTATION.—The energy credit with re-
% 22 spect to any qualified fuel cell property shall not ex-
g 23 ceed an amount equal to $500 for each 0.5 kilowatt
% 24 of capacity of such property.
F:V9\020805\020805.295  (31083217)
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“(3) FUEL C(ELL POWER PLANT.—The term
‘fuel cell power plant’ means an integrated system,
comprised of a fuel cell stack assembly and associ-
ated balance of plant components, which converts a
fuel into electricity using electrochemical means.

“(4) TERMINATION.—The term ‘qualified fuel
cell property’ shall not include any property placed
in service after December 31, 2006.”.

(¢) ENERGY PERCENTAGE.—Subparagraph (A) of

section 48(a)(2) (relating to energy percentage) is amend-

ed to read as follows:

“(A) IN GENERAL.—The energy percent-
age 1s—
“(1) in the case of qualified fuel cell
property, 20 percent, and
“(i1) in the case of any other energy
property, 10 percent.”.

(d) CONFORMING AMENDMENT.—Section 48(a)(1) is

19 amended by inserting ‘“‘except as provided in subsection

20 (e)(2),” before “the energy”.

21

F:\V9\020805\020805.295
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(e) EFFECTIVE DATE.—The amendments made by

22 this section shall apply to periods after December 31,
23 2005, under rules similar to the rules of section 48(m)

24 of the Internal Revenue Code of 1986 (as in effect on the

(31083217)
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25
day before the date of the enactment of the Revenue Ree-
onciliation Act of 1990).
SEC. 1304. CREDIT FOR ENERGY EFFICIENCY IMPROVE-
MENTS TO EXISTING HOMES.

(a) IN GENERAL.—Subpart A of part IV of sub-
chapter A of chapter 1 (relating to nonrefundable personal
credits), as amended by this Act, is amended by inserting
after section 25C the following new section:

“SEC. 25D. ENERGY EFFICIENCY IMPROVEMENTS TO EXIST-
ING HOMES.

“(a) ALLOWANCE OF CREDIT.—In the case of an in-
dividual, there shall be allowed as a credit against the tax
imposed by this chapter for the taxable year an amount
equal to 20 percent of the amount paid or incurred by
the taxpayer for qualified energy efficiency improvements

installed during such taxable year.

“(b) LIMITATIONS.

“(1) MaximuMm CREDIT.—The credit allowed by
this section with respect to a dwelling unit shall not
exceed $2,000.

“(2) PRIOR CREDIT AMOUNTS FOR TAXPAYER
ON SAME DWELLING TAKEN INTO ACCOUNT.—If a
credit was allowed to the taxpayer under subsection
(a) with respect to a dwelling unit in 1 or more prior

taxable years, the amount of the credit otherwise al-

F:\V9\020805\020805.295 (31083217)
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| lowable for the taxable year with respect to that
2 dwelling unit shall be reduced by the sum of the
3 credits allowed under subsection (a) to the taxpayer
4 with respect to the dwelling unit for all prior taxable
5 vears.
6 “(¢) QUALIFIED ENERGY EFFICIENCY IMPROVE-
7 MENTS.—For purposes of this section, the term ‘qualified
8 energy efficiency improvements’ means any energy effi-
9 cient building envelope component which meets the pre-
10 seriptive criteria for such component established by the
11 2000 International Energy Conservation Code, as such
12 Code (including supplements) is in effect on the date of
13 the enactment of this section (or, in the case of a metal
14 roof with appropriate pigmented coatings which meet the
15 Energy Star program requirements), if—
16 “(1) such component is installed in or on a
17 dwelling unit—
18 “(A) located in the United States,
19 “(B) owned and used by the taxpayer as
20 the taxpayer’s principal residence (within the
_ 21 meaning of section 121), and
% 22 “(C) which has not been treated as a
g 23 qualified new energy efficient home for pur-
% 24 poses of any credit allowed under section 45G,
F:V9\020805\020805.295  (31083217)
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“(2) the original use of such component com-
mences with the taxpayer, and
“(3) such component reasonably can be ex-

pected to remain in use for at least 5 years.

If the aggregate cost of such components with respect to
any dwelling unit exceeds $1,000, such components shall
be treated as qualified energy efficiency improvements
only if such components are also certified in accordance

with subsection (d) as meeting such prescriptive criteria.

“(d) CERTIFICATION.—The certification described in

subsection (¢) shall be—

“(1) determined on the basis of the technical
specifications or applicable ratings (including prod-
uct labeling requirements) for the measurement of
energy efficiency (based upon energy use or building
envelope component performance) for the energy ef-
ficient building envelope component,

“(2) provided by a local building regulatory au-
thority, a utility, a manufactured home production
inspection primary inspection agency (IPIA), or an
accredited home energy rating system provider who
18 aceredited by or otherwise authorized to use ap-
proved energy performance measurement methods by
the  Residential ~ Emnergy  Services  Network
(RESNET), and

(31083217)
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28
“(3) made in writing in a manner which speci-
fies in readily verifiable fashion the energy efficient
building envelope components installed and their re-

spective energy efficiency levels.

“(e) DEFINITIONS AND SPECIAL RULES.—For pur-

poses of this section—

“(1) BUILDING ENVELOPE COMPONENT.—The
term ‘building envelope component” means—

“(A) any insulation material or system
which is specifically and primarily designed to
reduce the heat loss or gain of a dwelling unit
when installed in or on such dwelling unit,

“(B) exterior windows (including sky-
lights),

“(C) exterior doors, and

“(D) any metal roof installed on a dwelling
unit, but only if such roof has appropriate pig-
mented coatings which are specifically and pri-
marily designed to reduce the heat gain of such
dwelling unit.

“(2) MANUFACTURED HOMES INCLUDED.—The
term ‘dwelling unit’ includes a manufactured home
which conforms to Federal Manufactured Home
Construction and Safety Standards (section 3280 of

title 24, Code of Federal Regulations).

(31083217)
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“(3) APPLICATION OF RULES.—Rules similar to
the rules under paragraphs (3), (4), and (5) of sec-
tion 25C(d) shall apply.

“(f) BAasts ADJUSTMENT.—For purposes of this sub-

title, if a credit is allowed under this section for any ex-
penditure with respect to any property, the increase in the
basis of such property which would (but for this sub-
section) result from such expenditure shall be reduced by

the amount of the credit so allowed.

“(2) APPLICATION OF SECTION.—This section shall

11 apply to qualified energy efficiency improvements installed

12 after December 31, 2005, and before January 1, 2007.”.

13
14
15
16
17
18
19
20
21
22
23
24
25
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(b) CONFORMING AMENDMENTS.—

(1) Subsection (a) of section 1016, as amended
by this Act, is amended by striking “and’ at the end
of paragraph (28), by striking the period at the end
of paragraph (29) and inserting *“, and”, and by
adding at the end the following new paragraph:

“(30) to the extent provided in section 25D(f),
in the case of amounts with respect to which a credit
has been allowed under section 25D.”.

(2) The table of sections for subpart A of part
IV of subchapter A of chapter 1, as amended by this
Act, is amended by inserting after the item relating

to section 25C the following new item:

“Sec. 25D. Energy efficiency improvements to existing homes.”.

(31083217)
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(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years ending after De-
cember 31, 2005.

SEC. 1305. CREDIT FOR CONSTRUCTION OF NEW ENERGY
EFFICIENT HOMES.

(a) IN GENERAL.—Subpart D of part IV of sub-
chapter A of chapter 1 (relating to business related cred-
its) 1s amended by adding at the end the following new
section:

“SEC. 45G. NEW ENERGY EFFICIENT HOME CREDIT.

“(a) IN GENERAL.—For purposes of section 38, in

the case of an eligible contractor with respect to a quali-

fied new energy efficient home, the credit determined

14 under this section for the taxable year with respect to such
15 home is an amount equal to the aggregate adjusted bases
16 of all energy efficient property installed in such home dur-
17 ing construction of such home.
18 “(b) LIMITATIONS.
19 “(1) MAXIMUM CREDIT.—
20 “(A) IN GENERAL.—The credit allowed by
_ 21 this section with respect to a dwelling unit shall
% 22 not exceed
g 23 “(1) in the case of a dwelling unit de-
% 24 scribed 1n clause (1) or (i11) of subsection
= 25 ()(3)(D), $1,000, and
FAV9\020805\020805.295  (31083217)
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“(11) in the case of a dwelling unit de-
seribed in subsection (¢)(3)(D)(ii), $2,000.
“(B) PRIOR CREDIT AMOUNTS ON SAME
DWELLING UNIT TAKEN INTO ACCOUNT.—If a
credit was allowed under subsection (a) with re-
spect to a dwelling unit in 1 or more prior tax-
able years, the amount of the credit otherwise
allowable for the taxable year with respect to
such dwelling unit shall be reduced by the sum
of the credits allowed under subsection (a) with
respect to the dwelling unit for all prior taxable

years.

“(2) COORDINATION WITH CERTAIN CREDITS.—

For purposes of this section—

“(A) the basis of any property referred to
in subsection (a) shall be reduced by that por-
tion of the basis of any property which is attrib-
utable to qualified rehabilitation expenditures
(as defined in section 47(¢)(2)) or to the energy
percentage of energy property (as determined
under section 48(a)), and

“(B) expenditures taken into account
under section 47 or 48(a) shall not be taken

mto account under this section.

“(¢) DEFINITIONS.—For purposes of this section—

(31083217)
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“(1) ELIGIBLE CONTRACTOR.—The term ‘eligi-

ble contractor’ means—
“(A) the person who constructed the quali-
fied new energy efficient home, or
“(B) in the case of a qualified new energy
efficient home which 18 a manufactured home,
the manufactured home producer of such home.
If more than 1 person is described in subparagraph
(A) or (B) with respect to any qualified new energy
efficient home, such term means the person des-
ignated as such by the owner of such home.

“(2) ENERGY EFFICIENT PROPERTY.—The
term ‘energy efficient property’ means any energy
efficient building envelope component, and any en-
ergy efficient heating or cooling equipment or sys-
tem, which can, individually or in combination with
other components, result in a dwelling unit meeting
the requirements of this section.

“(3) QUALIFIED NEW ENERGY EFFICIENT
HOME.—The term ‘qualified new energy efficient
home’ means a dwelling unit—

“(A) located in the United States,
“(B) the construction of which is substan-

tially completed after December 31, 2005,

(31083217)
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1 “(C) the original use of which, after such
2 construction, is reasonably expected to be as a
3 residence by the person who acquires such
4 dwelling unit from the eligible contractor,

5 “(D) which is—

6 “(1) certified to have a level of annual
7 heating and cooling energy consumption
8 which is at least 30 percent below the an-
9 nual level of heating and cooling energy
10 consumption of a comparable dwelling unit
11 constructed in accordance with the stand-
12 ards of chapter 4 of the 2000 International
13 Enerey Conservation Code, as such Code
14 (including supplements) is in effect on the
15 date of the enactment of this section, and
16 to have building envelope component im-
17 provements account for at least /3 of such
18 30 percent,

19 “(11) certified to have a level of annual
20 heating and cooling energy consumption
21 which 1s at least 50 percent below such an-
22 nual level and to have building envelope
23 component improvements account for at
24 least /5 of such 50 percent, or
25 “(111) a manufactured home which

F:V9\020805\020805.295  (31083217)
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“(I) conforms to Federal Manu-
factured Home Construction and
Safety Standards (section 3280 of
title 24, Code of Federal Regulations),
and

“(II) meets the applicable stand-
ards required by the Administrator of
the Environmental Protection Agency
under the Energy Star Labeled
Homes program.

“(4) CONSTRUCTION.—The term ‘construction’
includes substantial reconstruction and rehabilita-
tion.

“(5) ACQUIRE.—The term ‘acquire’ includes
purchase and, in the case of reconstruction and re-
habilitation, such term includes a binding written
contract for such reconstruction or rehabilitation.

“(6) BUILDING ENVELOPE COMPONENT.—The
term ‘building envelope component” means—

“(A) any insulation material or system
which is specifically and primarily designed to
reduce the heat loss or gain of a dwelling unit
when installed in or on such dwelling unit,

“(B) exterior windows (including sky-

lights),

(31083217)
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“(C) exterior doors, and
“(D) any metal roof installed on a dwelling
unit, but only if such roof has appropriate pig-
mented coatings which—

“(1) are specifically and primarily de-
signed to reduce the heat gain of such
dwelling unit, and

“(i1) meet the Energy Star program

requirements.

“(d) CERTIFICATION.,—

“(1) METHHOD OF CERTIFICATION.—A certifi-

cation described in subsection (¢)(3)(D) shall be de-
termined in accordance with guidance prescribed by
the Secretary. Such guidance shall specify proce-
dures and methods for calculating energy and cost

savings.

“(2) FOrRM.—A certification described in sub-

section (¢)(3)(D) shall be made in writing—

“(A) in a manner which specifies in readily
verifiable fashion the energy efficient building
envelope components and energy efficient heat-
ing or cooling equipment installed and their re-
spective rated energy efficiency performance,

and

(31083217)
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36
“(B) in the case of a qualified new energy
efficient home which is a manufactured home,
accompanied by such documentation as required
by the Administrator of the Environmental Pro-
tection Agency under the Energy Star Labeled
Homes program.

“(e) BASIS ADJUSTMENT.—For purposes of this sub-
title, if a credit is determined under this section for any
expenditure with respect to any property, the increase in
the basis of such property which would (but for this sub-
section) result from such expenditure shall be reduced by
the amount of the credit so determined.

“(f) APPLICATION OF SECTION.—Subsection (a) shall
apply to qualified new energy efficient homes acquired
during the period beginning on January 1, 2005, and end-
ing on December 31, 2007.”.

(b) CREDIT MADE PART OF GENERAL BUSINESS
CREDIT.—Section 38(b) (relating to current year business
credit) is amended by striking “plus” at the end of para-
oraph (14), by striking the period at the end of paragraph
(15) and inserting *, plus”, and by adding at the end the
following new paragraph:

“(16) the new energy efficient home credit de-

termined under section 45G(a).”.
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(¢) BASIS ADJUSTMENT.—Subsection (a) of section
1016, as amended by this Act, is amended by striking
“and” at the end of paragraph (29), by striking the period
at the end of paragraph (30) and inserting *, and”, and
by adding at the end the following new paragraph:

“(31) to the extent provided in section 45G(e),
in the case of amounts with respect to which a credit

has been allowed under section 45G.”.

O o0 9 AN U B~ W

(d) LIMITATION ON CARRYBACK.—

[a—
@)

(1) IN GENERAL.—Subsection (d) of section 39

[—
[—

1s amended to read as follows:

[S—
[\

“(d) TRANSITIONAL RULE.—No portion of the un-

[a—
W

used business credit for any taxable year which is attrib-

[—
N

utable to a credit specified in section 38(b) or any portion

[S—
()}

thereof may be carried back to any taxable year before

[a—
(@)}

the first taxable year for which such specified credit or

[S—
~

such portion is allowable (without regard to subsection

(a)).”.

—_—
O ©0

(2) EFFECTIVE DA